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Be it enacted by the Legislature of the State of Arizona: 1 
Section 1.  Section 14-7418, Arizona Revised Statutes, is amended to 2 

read: 3 
14-7418.  Deferred compensation, annuities and similar payments; 4 

definition 5 
A.  To the extent that a payment is characterized as interest or a 6 

dividend, or a payment made in lieu of interest or a dividend, a trustee 7 
shall allocate it to income.  The trustee shall allocate to principal the 8 
balance of the payment and any other payment received in the same accounting 9 
period that is not characterized as interest, a dividend or an equivalent 10 
payment. 11 

B.  If no part of a payment is characterized as interest, a dividend or 12 
an equivalent payment, and all or part of the payment is required to be made, 13 
a trustee shall allocate to income ten per cent of the part that is required 14 
to be made during the accounting period and the balance to principal.  If no 15 
part of a payment is required to be made or the payment received is the 16 
entire amount to which the trustee is entitled, the trustee shall allocate 17 
the entire payment to principal.  For THE purposes of this subsection, a 18 
payment is not required to be made to the extent that it is made because the 19 
trustee exercises a right of withdrawal. 20 

C.  If, to obtain an estate tax marital deduction for a trust, a 21 
trustee must allocate more of a payment to income than provided for by this 22 
section, the trustee shall allocate to income the additional amount necessary 23 
to obtain the marital deduction. 24 

D.  C.  This section does not apply to payments A PAYMENT to which 25 
section 14-7419 applies. 26 

E.  D.  For the purposes of this section, "payment" means a payment 27 
that a trustee may receive over a fixed number of years or during the life of 28 
one or more individuals because of services rendered or property transferred 29 
to the payer in exchange for future payments.  Payment includes a payment 30 
made in money or property from the payer's general assets or from a separate 31 
fund created by the payer, including a private or commercial annuity, an 32 
individual retirement account and a pension, profit sharing, stock bonus or 33 
stock ownership plan.  34 

Sec. 2.  Section 14-7429, Arizona Revised Statutes, is amended to read: 35 
14-7429.  Income taxes 36 
A.  A tax required to be paid by a trustee based on receipts allocated 37 

to income must be paid from income. 38 
B.  A tax required to be paid by a trustee based on receipts allocated 39 

to principal must be paid from principal, even if the tax is called an income 40 
tax by the taxing authority. 41 

C.  A tax required to be paid by a trustee on the trust's share of an 42 
entity's taxable income must be paid proportionately: 43 

1.  From income to the extent that receipts from the entity are 44 
allocated to income. 45 
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2.  From principal to the extent that both: 1 
(a)  receipts from the entity are allocated to principal. 2 
(b)  The trust's share of the entity's taxable income exceeds the total 3 

receipts described in paragraph 1  and subdivision (a) of this paragraph. 4 
D.  For purposes of this section, receipts allocated to principal or 5 

income must be reduced by the amount distributed to a beneficiary from 6 
principal or income for which the trust receives a deduction in calculating 7 
the tax.  8 
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